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Miniater Mem:dela. 	 left lAshington on arch 27 far New York
eimmaihe is scheduled to Amain until April 2. Both Osman and United
Siam, sides were pleased with the %Abington program of discussions
i14Abt lent emoothly in an atmosphere narked by friendliness and frankness.
Ifinerneds of conversation covering the exchange of views between Erhard
and UhAted'States afficials will be forwarded when cleared. (No repeat
no 1:egotistic= torn place at these meetings.) Nighlights of the
leshinesonmestIngs follow:

Erhard's 40 minute meeting with the President an the morning of
Mara oh received good press coverage with emphasis an Erhard's view
that els %due States lee marrying and talking too such about re-
cession; he CA not think the United States' econceorwas in serious
trouble.

YIP American &haw IONN

RPID 11PD: ANIU1RA, BRUSSELS, GRUEL for Norden, LONDON, LUIEMBWRO fat
abase, and Butterworth, NEN DELHI, PARIS for Behaery as& -
USNO,	 EEN NAOUE,07TANA, CANBERRA

2. The luncheon meeting with the Secretary was devoted principiL4
to discussions of the political problems of Enropean esonceic integration*
Erhard expressed oonoaro about the Fran& economic and financial situp
stion and indicated constitutional reforms were needed in order.

 actions could be taken by the French. It was pointed out to
&hard tbat the American business community had accepted the Common
Mertet beoause the latter vas viewed Si; a step in the direction of
solAtieel unity and the integration of Europe. Problems would arise
mithAneriaan business if the process of complementing the Cannon
Market with a free trade area led to a protectionist myetee4 limiting
imports from the Ihstamm■Ehmisphere, Australia and Nem Zealand.

3. At the first business nesting Monday afternoon with Nraillon,
the Deputy Uhder Secretary for Economic Affairs, discussions metered
on commercial and trade policies, Common Ehniest and Zr.. trede area
problems and onmsonadesaseistanoe programs. Erhard urged Oermany
and the United Sista to defend their free trade policies. If, because
of talk Shout recession, the United States took one backward step on
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Made paid', ammrsin coustrise would take two or throe such steps.Msinteomine-1
of liberal trade *liable wee impotent in the content of the forthcoming aegoti. '
otiose involving Om COMM Motet sad crave trade aria. In the Mamas of more
effective emodiesticad emplopmemt, bedgetaryamd monetary policies by the member
montriss, BOW felt divermat speeds of inflation coupled with the rigid exchange
rates would ovate a molests problem of dismal/ambit for the Comm Market end
the free trade arse. Oa the 'Nora of the remaining %ram quantit:tive re.
ntristiomef Irlard mid it was unlikelythet the Federal Sepublie would abolish or
liberalise them. The Fellerel RepOblis did not wish to apply for a OiTT solver
beoeuse it vas ditlisilt to lassoes at this time whet agrisultural policies would
be developed by the COMM Ihrkst and by the proposed fres trade area. Oil? should
be prepared to medifirlde previsions regarding sorlaulturel trade and to harousise
the:Rotas those to be draelopsd by the Six Comm ilerke countries. A, separate
message is in prepositions shish will outline more fully Erhard's views m the pro.
posed European freeloads area.

11. Is emacais asoletemee to underameloped Gauntries, Dillm indicated the
Importsure Yhdoh: the Unnlediestearateshed to thie ratter, outlined the magnitude
of United Matra Warts midst:reseed that the Adednistratiom and this Congress be.
limns& ether orantriee in the posit to do so should devote more of their re.
manes to foreleg endgame*. *bud* in napalm. to Mr. Dillon, gently chided
the leited Metes for being overly gsserous in the furniabing of monaate Assist
to ether cseentrbes. Re 'widths United States should sot exaggerate USSR caps.
bilitiee to formiek mommelo assistance. The Visited States should sweet etrister
terms for its aid in order to help maintain standards *doh would encourage the
international sorramat of private smeture capital. Dillon replied by pointing out
that orectissally cur only great scomade aid now being furnished was to help support
relatively large and essential defense burdens, as in %easy and Urea. The %sited
States felt as a creditor nation end the 'cad's greatest trader, it mold not tabu
Ardent beanies pant of Ass toward certain problems of the less developed
countries. Coestries, whiek motives needed the help met, were the ones whisk
offered less secure finemmial risks. The UsitedStetes was oonvinoed that the VBSR
could deliver the goods thus far premised .	 its aid agreements. Dillce urged
(brow to impress, its leans end eredita and also its contributions to the Vhited
Motions teohnieel sesistensse programs. &hard gsve no encauregerant regarding in.
creased Oman eamsassio assistansof swing the credit inmeranes propos relying
on the private Omura mew mast would remain the basis of the German approash
and that goveroombitengewersesed lams sere not ocuteepleted. Erhard suggested
that creditor countries might coordinate more severally their esonomis aid programs,
particulsoly in deteroiningishiehareditca Gauntry hod most good will and should got
laths forefront efamistammosetivities in a particular country. MO nes
stituticao sore needed for such coordinstim endues* should be established,

5. Toseday seeming March 25 mooting at the Treasury, chaired by Beerstary
Cadence* vies devoted entirely to the ad.ted Statile and demon bosimese situations*
with Anderson, liege and tinalmier making statements for the United States. Repre-
sentation of other agoseies ineluded Dillon, irragis, Smith of Ocoee:reef end Wood of
FIB. ths maims points of the VaLbed States presentation sores (a) liniestery

Ladjustaent and slowing of capital formation following unusually high inastaust _J

levels
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*- &vela l956-57 • (b) Result is spotty situation with decline in some aectors	 1
notagljein autoWobiles and steel but continuing strength in others; (o) Same growth

/preaetil as in the past and the essential problem is to maintain confidence and con-
tinuity of decision making an the part of millions of private individuals deciding
things in a free econcmy; (d) Policy stress Las been an prudent measures that will
not create future inflationary problems.

6. The current Llnited States economic situation was characterized as °mild
dalintUrrel . Issues mentioned as requiring further study included. (a) The long
range effects of full employment . perhology; (b) Inadequate downward flexibility
cost-price system; (c) Flexible mcmetary policies; their recent success does not
obviate need foritore comprehensive study of the nation se monetary structure;
(d) Revival of under-ccnsumption theories in certain quarters, although the real
need is probably primarily for forward planning and investment by business;
(s) Impetus of the eituatioa revives protectionist sentiment, although 1m million

.markers are dependent cn foreign trade and new trade barriers might depress rather
than stimulate.

7. Erhard discounted any present or likely effect of the ihited States econcesie
adjustment on German business activity which was still expanding, though less
rapidly than before. He said, however, he was puzzled at the degree of concern
and of the business pessimism here which he believed was not justified by the eco-
nomic statistics. He was also puzzled at the continuing rise price levels under
present circumstances. He related the German interest in developments here to the
importance of having a stable United Etates dollar as a reference point for other
currencies and the nerman feEr that inflation here would adversely affect the inter-
national situation by giving rise to a further round of divergent upward price mom.
ments and consequent exchange rate discrepancies.

8. The United States pnrticioetion in tha final meeting Wednesday afternoon at
the Treasury consisted of Secretary Anderson erd *.Dillca and *. Weir Breen of the
'abasay B01212• After brief further discussion of the thited States business aituatica.
the United States representative alluded to the problem of financing economic develop-
ment of the less developed countries, indicating that the United States, Germany and.
=Ada were the three "bright spots" with really strong economies. The United States
representatives again expressed the conviction that each strong canary must mains
its capabilities and find WM, of providing hope and assistance to the less for- •
tunate areas and that each nurt bilaterally give attention and make cartribution
toward a solution of this problem', in addition to ocnaultation and participation in
the financing provided by international financial institutions. In connection with
this problem, the United States representatives also made raferegse to the importance
of recipient countries maintaining sound interne/ policies an.Vavisability that all
our actions and discussions avoid anything likely ta create uncertainty and spew,
Utica about currency values.

 Zrherdrd referred to his repeated acknowledgment that a aural obligation
existed for strong, developed emetriss to aselat inuntrieo which were eerione-minded

.about economic development, but he stressed the limitations en Gorman capacity SO
Lnotstribute. He said norms.ny was giving attention to this problem and tontativoly—i
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